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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

xQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2010

¨TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

Commission File Number:  001-09478

PureSafe Water Systems, Inc.
(Exact name of registrant as specified in its charter)

Delaware 86-0515678
(State or other jurisdiction of incorporation or

organization)
(I.R.S. Employer Identification No.)

25 Fairchild Avenue - Suite 250, Plainview, New York 11803
(Address of principal executive offices) (Zip Code)

(516) 208-8250
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the past 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x  No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T( 232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files).  Yes ¨  No ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.

Large accelerated filer  ¨ Accelerated filer  ¨
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Non-accelerated filer  ¨ Smaller reporting company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes  ¨ No  x

State the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.
As of August 12, 2010, 300,429,813 shares of common stock of the issuer were outstanding.
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PureSafe Water Systems Inc. and Subsidiary
 (A Development Stage Company Commencing January 1, 2002)

Condensed Consolidated Balance Sheets

June 30, December 31
2010 2009

ASSETS (unaudited)
Current Assets:
Cash $249,728 $107,424
Inventories 273,140 97,115
Prepaid expenses and other current assets 64,642 120,083
Total Current Assets 587,510 324,622

Property and equipment, net of accumulated depreciation of $47,351 and
$33,356,  respectively 141,404 115,551
Patents and trademarks, net of accumulated amortization of $26,556 and $23,504,
respectively 65,928 68,980
Other assets 32,499 20,500
TOTAL ASSETS $827,341 $529,653

LIABILITIES AND STOCKHOLDERS' DEFICIENCY
Current Liabilities:
Accounts payable and accrued expenses $780,878 $656,242
Accrued compensation 93,450 84,000
Accrued consulting and director fees 144,000 140,000
Convertible notes payable to officer and director (including accrued interest of
$50,927 and $14,685 and net of debt discount of $59,610 and $14,706, respectively) 578,317 99,979
Convertible promissory note (including accrued interest of $26,729 and $9,194 and
net of debt discount of $80,558 and $104,214, respectively) 421,171 279,980
Promissory notes payable (including accrued interest of $147,192 and $127,221,
respectively) 305,414 285,443
Fair value of detachable warrants and options 1,668,300 286,100
Fair value of embedded conversion options 1,292,100 197,900
Accrued dividends payable 190,328 190,328
Total Current Liabilities 5,473,958 2,219,972

Long Term Liabilities:
Notes Payable 28,256 236,624
Notes payable to officers and directors -- 287,000
Total Long Term Liabilities 28,256 523,624
TOTAL LIABILITIES 5,502,214 2,743,596

Commitments and Contingencies

Stockholders' Deficiency:
Preferred stock $.001 par value; 10,000,000 shares authorized; 184,144  shares issued
and outstanding  (liquidation preference $2,646,400 and $2,592,250 as of June 30,

184 184
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2010 and December 31, 2009, respectively)
Common stock, $.001 par value; 450,000,000 authorized; 296,021,380 shares issued
and 296,016,980 shares outstanding at June 30, 2010; 272,162,945 shares issued and
272,158,545 outstanding at  December 31, 2009 296,025 272,162
Additional paid-in capital 32,044,274 30,086,795
Treasury Stock, at cost, 4,400 shares of common stock (5,768 ) (5,768 )
Subscriptions receivable - related party  (including accrued interest of $43,192 and
$33,076, respectively) (380,392 ) (370,276 )
Accumulated deficit (including $22,097,600 and $17,665,444 of deficit accumulated
during development stage at June 30, 2010 and December 31, 2009, respectively) (36,629,196) (32,197,040)
Total Stockholders’ Deficiency (4,674,873 ) (2,213,943 )
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIENCY $827,341 $529,653

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

2
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PureSafe Water Systems Inc. and Subsidiary
(A Development Stage Company Commencing January 1, 2002)

Consolidated Condensed Statements of Operations
(unaudited)

Three Months Ended June 30, Six Months Ended June 30,
January 1,

2002

2010 2009 2010 2009
To June 30,

2010
Sales $-- $-- $-- $-- $471,290
Costs and expenses (income):
Cost of Sales -- -- 575,680
Selling, general and administrative,
including stock-based compensation
of $7,167 and $518,042 for the three
months and $504,084 and $582,004
for the six months ended June 30,
2010 and 2009, respectively and
$3,882,891 for the period January 1,
2002 to June 30, 2010 579,942 876,386 1,514,198 1,294,798 12,335,765
Non-dilution agreement termination
costs -- -- -- -- 2,462,453
Research and development 52,850 5,802 75,448 8,036 961,135
Interest expense - including interest
expense to a related party of $6,184
and $2,083 for the three months and
$16,288 and $8,333 for the six
months ended June 30, 2010 and
2009, respectively, and $237,053 for
the period Jan 1, 2002 to June 30,
2010 57398 56,798 257,010 101,877 1,918,322
Financing costs - extension of
warrants -- -- -- -- 74,700
Interest expense - conversion
provision -- -- -- -- 113,000
(Gain) loss on settlement of debt -- -- -- -- 2,027,186
Change in fair value of detachable
warrants and, embedded conversion
option 2,560,000 59,400 2,585,500 221,900 2,100,649
Total costs and expenses 3,336,639 998,386 4,432,156 1,626,611 22,568,890
Net (loss) (3,336,639 ) (998,386 ) (4,432,156 ) (1,626,611 ) (22,097,600)
Deemed dividend on preferred stock -- -- -- -- (2,072,296 )
Preferred stock dividends (27,075 ) (27,075 ) (54,150 ) (54,150 ) (888,573 )

Net loss attributable to common
stockholders $(3,363,714 ) $(1,025,461 ) $(4,486,306 ) $(1,680,761 ) $(25,058,469)
Net loss attributable to common
stockholders per common share -

(0.01 ) * (0.02 ) (0.01 )
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Basic and diluted Net loss
attributable to common stockholders
per common share (* less than a
penny a share)
Weighted average number of shares
outstanding 289,903,354 245,072,651 283,465,778 246,116,473

The accompanying notes are an integral part of these condensed unaudited consolidated financial statements.

3
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PureSafe Water Systems Inc. and Subsidiary
 (A Development Stage Company Commencing January 1, 2002)
Condensed Consolidated Statement of Stockholders’ Deficiency

(unaudited)

Preferred Stock Common Stock
Additional

Paid-In
Treasury

Stock Subscription Accumulated
Total

Stockholders’
Shares Amount Shares Amount Capital at Cost Receivable Deficit Deficiency

Balance at December
31, 2009 184,144 $184 272,162,945 $272,162 $30,086,795 $(5,768) $(370,276) $(32,197,040) $(2,213,943)

Proceeds from sale of
common stock and
warrants:
$0.0530 per share –
January 29, 2010 -- -- 1,886,792 1,887 98,113 -- -- -- 100,000
$0.0530 per share – April
5, 2010 -- -- 471,698 472 24,528 25,000
$0.0597 per share – April
15, 2010 -- -- 1,675,042 1,675 98,325 100,000
$0.0577 per share – April
20, 2010 -- -- 433,276 433 24,567 25,000
$0.0630 per share – April
30, 2010 -- -- 793,651 794 49,206 50,000
$0.0767 per share – May
13, 2020 -- -- 651,890 652 49,348 50,000
$0.1013 per share – May
14, 2010 -- -- 740,375 740 74,260 75,000
$0.1263 per share – May
17, 2010 -- -- 197,941 198 24,802 25,000
$0.2327 per share – May
26, 2010 -- -- 128,922 129 29,871 30,000
$0.2293 per share – May
27, 2010 -- -- 109,027 109 24,891 25,000
$0.2323 per share – June
3, 2010 -- -- 107,619 108 24,892 25,000
$0.1990 per share – June
4, 2010 -- -- 125,628 126 24,874 25,000
$0.1580 per share – June
15, 2010 -- -- 632,911 633 99,367 100,000
$0.24566 per share –
June 17, 2010 -- -- 432,922 433 105,918 106,351
$0.24566 per share –
June 17, 2010 -- -- 108,230 108 26,480 26,588

Common stock issued
for accrued
compensation and
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settlement of debt:
$0.0510 per share –
February 1, 2010 -- -- 2,604,608 2,605 130,230 -- -- -- 132,835
$0.055 per share –
February 19, 2010 -- -- 1,741,464 1,741 94,039 95,780
$0.0500 per share – June
2, 2010 -- -- 530,278 530 25,984 26,514
$0.0350 per share – May
28, 2010 -- -- 1,580,967 1,581 53,753 55,334
$0.0350 per share – June
7, 2010 -- -- 50,000 50 1,700 1,750

Common stock issued
for services
$0.051 per share –
February 1, 2010 -- -- 2,375,000 2,375 117,475 -- -- -- 119,850
$0.057 per share –
February  1, 2010 -- -- 2,000,000 2,000 112,000 -- -- -- 114,000
$0.057 per share –
February 9, 2010 -- -- 2,000,000 2,000 112,000 -- -- -- 114,000

Common stock issued
for the exercise of
warrants
$0.24566 per share –
June 17, 2010 (cashless) -- -- 843,649 844 (844 --
$0.0600 per share – June
2, 2010 -- -- 100,000 100 5,900 6,000
$0.0580 per share – June
4, 2010 -- -- 50,000 50 2,850 2,900
$0.0410 per share – June
4, 2010 -- -- 250,000 250 10,000 10,250
$0.0510 per share – June
4, 2010 -- -- 50,000 50 2,500 2,550
$0.0412 per share – June
9, 2010 -- -- 291,262 291 11,709 12,000
$0.0876 per share – June
9, 2010 -- -- 273,973 274 23,726 24,000
$0.0359 per share – June
9, 2010 -- -- 334,448 334 11,672 12,006
$0.0412 per share – June
15, 2010 -- -- 291,262 291 11,709 12,000

Accrued interest -- -- -- -- -- -- (10,116 ) -- (10,116 )
Reclassification of
warrants/Conversion  to
derivative liability, net -- -- -- -- 295,400 -- -- -- 295,400
Amortization of
detachable warrants for

156,234 156,234
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employees and
non-employees

Net loss -- -- -- -- -- -- (4,432,156 ) (4,432,156)

BALANCE – June 30
2010 184,144 $184 296,025,780 $296,025 $32,044,274 $(5,768) $(380,392) $(36,629,196) $(4,674,873)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

4
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PureSafe Water Systems Inc. and Subsidiary
(A Development Stage Company Commencing January 1, 2002)

Consolidated Statements of Cash Flows
(unaudited)

Six Months Ended
June 30,

For the
Period From
January 1,

2002 through
June 30,

2010
Cash Flows from Operating Activities: 2010 2009
Net loss $ (4,432,156) $ (1,626,611) $ (22,097,600)
Adjustments to reconcile net loss to net cash used in operating activities
-
Loss on Sale of Property and Equipment -- 8,177 8,177
Depreciation and amortization 13,995 11,869 53,894
Amortization of patents and trademarks 3,052 2,680 25,174
Interest expense - amortization of deferred financing -- -- 22,530
Stock based compensation 504,084 582,004 3,893,091
Interest expense - conversion provision -- -- 113,000
Interest receivable (10,116) (10,046) (43,192)
Accretion of debt discount 165,052 85,626 852,873
Change in fair value of detachable warrants and embedded conversion
option 2,585,500 221,900 2,100,649
(Gain)/loss on settlement of debt -- -- 2,027,187
Non-dilution agreement termination cost -- -- 2,462,453
Inventory reserve -- -- 159,250
Write-off of stock subscription receivable -- -- 21,800
Financing costs - warrant extension -- -- 74,700
Change in assets and liabilities -
Prepaid expenses and other current assets 68,993 5,431 (846)
Inventories (189,578) -- (286,693)
Other assets (12,000) -- (23,081)
Accounts payable, accrued expenses, accrued dividends,  accrued
compensation, accrued consulting and director fees, customer deposits
and other current liabilities 213,249 430,611 2,714,970
Net Cash Used in Operating Activities (1,089,925) (288,359) (7,921,664)

Cash Flows from Investing Activities:
Purchase of property and equipment (9,916) (177,893)
Patent costs -- (5,089) (66,429)
Proceeds from sale of property & equipment -- 4,350 4,350
Net Cash Used in Investing Activities (9,916) (739) (239,972)

Cash Flows from Financing Activities:
Reduction of stock subscription receivable -- -- 65,700
Proceeds from sale of preferred stock -- -- 1,130,127
Proceeds from sale of common stock 787,939 345,500 5,188,999
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Proceeds from exercise of warrants 81,706 -- 91,056
Proceeds from sale of common stock to be issued -- -- 300,000
Deferred financing costs -- -- (22,530)
Proceeds from convertible promissory note 175,000 -- 1,350,000
Proceeds from officers and directors convertible loans 200,000 -- 550,000
Repayment of notes payable (2,500) -- (277,499)
Net Cash Provided by Financing Activities 1,242,145 345,000 8,375,853

Net increase  in cash 142,304 56,402 214,217

Cash at beginning of  period 107,424 29,411 35,511

Cash at end of period 249,728 85,813 249,728

Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for interest 2,310 943 373,853

Non-Cash Investing Activities:
Notes Receivable for common stock issued -- -- 337,200

Non-Cash Financing Activities:
Compensation satisfied by issuance of common stock 84,000 -- 139,250
Common stock issued in satisfaction of liabilities 228,213 236,672 7,576,506
Reclassification of derivative liabilities 295,400 37,800 814,466
Acquisition of property and equipment through note payable 30,000 -- 30,000
Cancellation of debt for no consideration -- -- 1,327,321

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

5
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PureSafe Water Systems Inc. and Subsidiary
(A Development Stage Company Commencing January 1, 2002)

Notes to Condensed Consolidated Financial Statements
(Unaudited)

NOTE 1: DESCRIPTION OF BUSINESS.

PureSafe Water Systems, Inc.  (the "Company")  is a Delaware corporation whose vision is to provide a branded line
of emergency and disaster relief products designed to provide First Responder emergency Personnel with the most
advanced survival and life sustaining equipment which can efficiently be deployed to disaster sites.  These products
are designed to 1) provide immediate protection for the first responder to enhance job performance, 2) provide the
event impacted population with life saving services such as safe drinking water, decontamination systems, emergency
sanitization systems or fire protection and 3) provide equipment manufactured to specifications which permit long
term equipment deployment to disaster sites. The Company's corporate headquarters is located in Plainview, New
York.

NOTE 2: BASIS OF PRESENTATION AND ACCOUNTING POLICIES.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States for interim financial information. Accordingly, these
interim financial statements do not include all of the information and footnotes required for annual financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary to make the financial statements not misleading have been included.

The operating results for the six months period ended June 30, 2010 are not necessarily indicative of the results that
may be expected for the year ending December 31, 2010. These financial statements should be read in conjunction
with the financial statements and footnotes thereto included in the Company's Annual Report on Form 10-K for the
year ended December 31, 2009, filed with the Securities and Exchange Commission on April 13, 2010.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period.

The Company bases its estimates on historical experience and on various assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value
of assets and liabilities that are not readily apparent from other sources. The most significant estimates, among other
things, are used in accounting for the valuation allowances for deferred income taxes, expected realizable values for
long-lived assets (primarily intangible assets) and contingencies, as well as the recording and presentation of the
Company’s common stock, preferred stock, derivative liabilities, option and warrant issuances. Estimates and
assumptions are periodically reviewed and the effects of any material revisions are reflected in the financial statements
in the period that they are determined to be necessary. Actual results could differ from those estimates and
assumptions.

Principles of Consolidation
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The consolidated financial statements of PureSafe Water Systems, Inc. include accounts of the Company and its
wholly-owned subsidiary. Intercompany transactions and balances are eliminated in consolidation.

Inventories

Inventory principally consists of raw materials that will be used to manufacture the water purification system
machines.  These amounts are stated at lower of first-in, first-out (“FIFO”) cost or market.

Stock-Based Compensation

6
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The Company reports stock-based compensation under Accounting Standard Codification (“ASC”) 718 “Compensation –
Stock Compensation”.  ASC 718 requires all share-based payments to employees, including grants of employee stock
options, to be recognized in the consolidated financial statements based on their fair values.

The Company accounts for equity instruments issued to non-employees as compensation in accordance with the
provisions of ASC 718, which require that each such equity instrument is recorded at its fair value on the
measurement date, which is typically the date the services are performed.

The Black-Scholes option valuation model is used to estimate the fair values of options. The model includes
subjective input assumptions that can materially affect the fair value estimates. The model was developed for use in
estimating the fair value of traded options or warrants that have no vesting restrictions and that are fully transferable.
The expected volatility is estimated based on the most recent historical period of time equal to the weighted average
life of the subject option.

Subsequent events

Management has evaluated subsequent events or transactions occurring through the date the financial statements were
issued.  Other than as disclosed in Note 12 the Company is not aware of any additional subsequent events which
would require recognition or disclosure in the condensed consolidated financial statements.

NOTE 3: GOING CONCERN.

The accompanying unaudited condensed consolidated financial statements have been prepared assuming that the
Company will continue as a going concern. The Company has incurred recurring losses from operations, has an
accumulated deficit since its inception of approximately $36,629,000 and $32,197,000 as of June 30, 2010 and
December 31, 2009, respectively, and has a working capital deficiency of approximately $4,886,500 and $1,895,000
as of June 30, 2010 and December 31, 2009, respectively. These conditions raise substantial doubt about the
Company's ability to continue as a going concern.

The Company’s plans with respect to these matters include restructuring its existing debt and raising additional capital
through future issuances of stock and/or debt.  The Company is seeking to raise an additional $3.5 million in the next
four months to fund the following activities: the production of 45 commercialized PureSafe FRWS units; submitting
two commercialized units for all necessary certifications; launching a marketing program for the PureSafe FRWS,
establishing a sales and marketing network; and concluding agreements with strategic partners for international
marketing and manufacturing. For the first two quarters of 2010, management’s main focus was to produce two
PureSafe FRWS standardized commercial units compliant with output, ease of operation, mobility and water quality
as described in the recently published “Operational Requirements Document” by the U.S. Department of Homeland
Security (2009) for emergency water supplies, complete the certification process and initiate the Company’s marketing
plan. The Company expects to recognize the first sales of the PureSafe FRWS by the third quarter of 2010.  The
Company will cease being a development stage enterprise when it recognizes significant revenue from the sale of
PureSafe FRWS units.  The extent of these initiatives will be contingent upon the amount of capital raised.

The Company can give no assurance that such financing will be available on terms advantageous to us, or at
all.  Should the Company not be successful in obtaining the necessary financing to fund its operations, the Company
would need to curtail certain or all of its operational activities. The accompanying unaudited condensed consolidated
financial statements do not include any adjustments that might be necessary should the Company be unable to
continue as a going concern.

NOTE 4: RECENT ACCOUNTING PRONOUNCEMENTS.
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The FASB, the Emerging Issues Task Force and the SEC have issued certain accounting standards updates and
regulations as of June 30, 2010 that will become effective in subsequent periods; however, management of the
Company does not believe that any of those updates would have significantly affected the Company’s financial
accounting measures or disclosures had they been in effect during 2010 or 2009, and it does not believe that any of
those pronouncements will have a significant impact on the Company’s consolidated financial statements at the time
they become effective.

NOTE 5: NET LOSS PER SHARE OF COMMON STOCK.

Basic loss per share was computed using the weighted average number of outstanding common shares. Diluted loss
per share includes the effect of dilutive common stock equivalents from the assumed exercise of options, warrants,
convertible preferred stock and convertible notes. Common stock equivalents were excluded in the computation of
diluted loss per share since their inclusion would be anti-dilutive. Total shares issuable upon the exercise of warrants
and conversion of preferred stock and convertible promissory notes for the three months ended June 30, 2010 and
2009 were as follows:

June 30,
2010 2009

Warrants 35,726,652 36,353,152
Convertible promissory
notes 15,052,835 3,438,554
Convertible preferred
stock 1,545,760 1,545,760
Total 52,325,247 41,337,466

NOTE 6: FAIR VALUE.

ASC 820 “Fair Value Measurements and Disclosures” defines fair value, establishes a framework for measuring fair
value and requires enhanced disclosures about fair value measurements.  As defined in ASC 820, fair value is the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. The Standard clarifies that the exchange price is the price in an orderly
transaction between market participants to sell an asset or transfer a liability at the measurement date and emphasizes
that fair value is a market-based measurement and not an entity-specific measurement.

ASC 820 establishes the following hierarchy used in fair value measurements and expands the required disclosures of
assets and liabilities measured at fair value:

•Level 1 – Inputs use quoted prices in active markets for identical assets or liabilities that the Company has the ability
to access.

•Level 2 – Inputs use other inputs that are observable, either directly or indirectly. These inputs include quoted prices
for similar assets and liabilities in active markets as well as other inputs such as interest rates and yield curves that
are observable at commonly quoted intervals.

•Level 3 – Inputs are unobservable inputs, including inputs that are available in situations where there is little, if any,
market activity for the related asset or liability.

In instances where inputs used to measure fair value fall into different levels in the above fair value hierarchy, fair
value measurements in their entirety are categorized based on the lowest level input that is significant to the valuation.

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

16



The Company’s assessment of the significance of particular inputs to these fair measurements requires judgment and
considers factors specific to each asset or liability.

8
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Liabilities measured at fair value on a recurring basis at June 30, 2010 are as follows:

Quoted
Prices in
Active

Markets for
Identical

Liabilities
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Balance at
June 30,

2010
Embedded conversion feature $ - $ - $ 1,292,100 $ 1,292,100
Warrant and option  liability $ - $ - $ 1,668,300 $ 1,668,300

$ - $ - $ 2,960,400 $ 2,960,400

Financial assets are considered Level 3 when their fair values are determined using pricing models, discounted cash
flow methodologies or similar techniques and at least one significant model assumption or input is unobservable. Our
Level 3 liabilities consist of derivative liabilities associated with the convertible debt that contains an indeterminable
conversion share price and the tainted warrants as the Company cannot determine if it will have sufficient authorized
common stock to settle such arrangements.

The following table provides a summary of the changes in fair value, including net transfers in and/or out, of all
financial assets measured at fair value on a recurring basis using significant unobservable inputs during the six months
ended June 30, 2010.

Embedded
Conversion

Feature
Warrant
Liability Total

Balance January, 1, 2010 $ 197,900 $ 286,100 $ 484,000
Included in income (expense) 1,167,700 1,417,800 2,585,500
Included in debt discount 127,700 58,600 186,300
Included in stockholder's equity (201,200) (94,200) (295,400)
Transfers in and /or out of Level 3 - - -
Balance June 30, 2010 $ 1,292,100 $ 1,668,300 $ 2,960,400

NOTE 7: PROPERTY AND EQUIPMENT

In February, 2010, the Company acquired a vehicle for business use.  Cost of the vehicle is approximately $30,000
and the Company financed the entire cost.  The financing term is approximately $500 per month for sixty month based
on an annual interest rate of 9%.

NOTE 8: STOCKHOLDERS' DEFICIENCY.

Debt

During the six months ended June 30, 2010, the Company issued 6,507,317 shares of Common Stock in settlement of
$312,213 of debt which include 1,058,824 shares issued to the Company’s Chief Executive Officer in settlement of
$54,000 accrued compensation, 588,235 shares issued to the Company’s Chief Financial Officer in settlement of
$30,000 accrued compensation and 530,278 shares issued to the Company’s Chief Operating Officer upon his request
in June to convert $25,000 principal  loan $1,514 accrued interests that was payable to him.  The Company
reclassified $201,200 of the derivative liability to equity for the fair value of the embedded conversion option on the
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date of conversion

Cash

Through Equity Financing:

9
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During the six months ended June 30, 2010, for gross proceeds of $787,939 the Company sold an aggregate of
8,495,924 shares of common stock and warrants to purchase additional 1,699,184 shares of common stock at an
exercise price of $0.0636 to $0.2948.  The warrants have a term of three years.  The Company evaluated the
transaction under ASC 815 and was not able to determine if the Company had sufficient authorized shares of common
stock to settle the warrants.  Accordingly, on the date of closing the transaction the Company recorded the warrants as
a derivative liability at their fair value of $97,100 and will be marked to market through earnings at the end of each
reporting period.

During the six months ended June 30, 2010, the Company issued 1,640,945 shares of common stock for gross
proceeds of $81,707 received through exercise 1,640,945 warrants. On the date of exercise, the Company reclassified
to equity $157,200 of the derivative liability related to the fair value of the warrants.

In June, 2010, two investors received 843,649 shares of common stock through exercising 1,384,786 warrants that had
a cashless exercise provision.  On the date of exercise, the Company rechassified to equity $103,700 of the derivative
liability related to the fair value of the warrants.

Through Debt Financing:

During the six months ended June 30, 2010, the Company received gross proceeds of $175,000 through debt
financing.  The Company issued each lender a convertible promissory note bearing interest rate of 10% per annum
with a term of one year.  In connection with the placement, the Company also issued each lender a warrant to purchase
aggregate 637,463 shares of common stock at exercise price of $0.0624 to $0.0720 per share.  The warrants have a
term of five years. (See Note 9)

Services

In the first quarter of 2010, the Company issued an aggregate 1,175,000 shares of common stock to multiple employee
and consultants per grant that was approved by the Company’s Board of directors on February 1, 2010.  The shares
were fully vested on the date of the grant and accordingly, the Company recorded $58,650 of stock-based
compensation in connection with this issuance.

In February 2010, the Company issued 600,000 shares of common stock to the Company’s Chief Executive Officer per
grant that was approved by the Company’s Board of directors on February 1, 2010.  The shares were fully vested on
the date of the grant and accordingly, the Company recorded $30,600 of stock-based compensation in connection with
this issuance.

In February 2010, the Company issued 600,000 shares of common stock to the Company’s Chief Financial Officer per
grant that was approved by the Company’s Board of directors on February 1, 2010.  The shares were fully vested on
the date of the grant and accordingly, the Company recorded $30,600 of stock-based compensation in connection with
this issuance.

In February 2010, the Company issued 2,000,000 shares to the Company’s Chief Executive Officer.  The issuance is
part of the grant the Company awarded to the officer in April 2009 in which the Chief Executive Officer has the right
to receive a total of 4,000,000 shares of common stock of which 2,000,000 shares were issued in April 2009 and the
remaining 2,000,000 shares were to be issued on January 1, 2010.  In addition to such stock grants, the officer was
granted a five-year option to purchase an additional 3,000,000 shares of common stock.  The option was made fully
exercisable as of its grant date and has an exercise price of $0.041 per share.  The Company incurred stock-based
compensation $114,000 in connection with February 2010 issuance.
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In February 2010, the Company issued 2,000,000 shares to the Company’s Chief Financial Officer.  The issuance is
part of the grant the Company awarded to the officer in April 2009 in which the Chief Financial Officer has the right
to receive a total of 4,000,000 shares of common stock of which 2,000,000 shares were issued in April 2009 and the
remaining 2,000,000 shares were to be issued in January 1, 2010.  In addition to such stock grants, the officer was
granted a five-year option to purchase an additional 3,000,000 shares of common stock.  The option was made fully
exercisable as of its grant date and has an exercise price of $0.041 per share.  The Company incurred stock-based
compensation $114,000 in connection with February 2010 issuance.
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During the six months ended June 30, 2010, the Company granted 2,100,000 of warrants to purchase common stock at
a price of approximately $0.05 per share to employees for services provided. The warrants have a life of 5 years and
were fully vested on the date of the grant. T he Company recorded a charge of approximately $72,300 for the fair
value of the grant.

During the six months ended June 30, 2010, the Company granted 2,000,000 warrants to purchase common stock at a
price of $0.05 per share to a consultant for services provided. The warrants had a life of 5 years and were fully vested
on the date of the grant. The Company recorded a charge of approximately $69,600 for the fair value of the grant.
Under ASC 815 "Derivatives and Hedging.” the Company was required to reclassify the warrant as a derivative
liability and marked to market through earnings at the end of each reporting period.

In addition the Company recorded a charge of approximately $13,300 for the amortization of previously granted
warrants for services.

NOTE 9 - CONVERTIBLE PROMISSORY NOTES PAYABLE

During the six months ended June 30, 2010, the Company sold and issued convertible promissory notes in the
aggregate principal amount of $175,000 bearing interest at 10% per annum and warrants to purchase additional
637,463 shares of common stock at an exercise price of $0.0624 to $0.072 per share.  The convertible notes mature in
one year.  The holders of the notes are entitled to convert all or a portion of the convertible note plus any unpaid
interest, at the note holders’ sole discretion, into shares of common stock at a conversion price of $0.052 to $0.06 per
share.

The Company accounted for the issuance of these convertible promissory notes in accordance with ASC 815
”Derivatives and Hedging”.   Accordingly, the warrants and the embedded conversion option of the convertible note are
recorded as derivative liabilities at their fair market value and were marked to market through earnings at the end of
each reporting period.  The gross proceeds from the sale of the notes $175,000 were recorded net of a discount of
$84,700.  The debt discount consisted of approximately $23,800 related to the fair value of the warrants and
approximately $60,900 related to the fair value of the embedded conversion option.  The debt discount was being
charged to interest expense ratably over the term of the convertible notes.

On December 17, 2008, the Company sold and issued a convertible promissory note in the principal amount of
$50,000 bearing interest at 10% per annum and warrants to purchase an additional 285,714 shares of common stock at
an exercise price of $0.042 per share.  The convertible note matures on December 17, 2009.  The holder of the note is
entitled to convert all or a portion of the convertible note plus any unpaid interest, at the lender’s sole option, into
shares of common stock at a conversion price of $0.035 per share.

The Company accounted for the issuance of the convertible promissory note in accordance with ASC
815.   Accordingly, the warrants and the embedded conversion option of the convertible note is recorded as derivative
liabilities at their fair market value and were marked to market through earnings at the end of each reporting
period.  The gross proceeds from the sale of the note $50,000 was recorded net of a discount of $19,500.  The debt
discount consisted of approximately $2,800 related to the fair value of the warrants and approximately $16,700 related
to the fair value of the embedded conversion option.  The debt discount was being charged to interest expense ratably
over the term of the convertible note.

On April 30, 2010, the Company received a request from the lender who made the December 17, 2008 loan to convert
$50,000 principal and accrued interest of $7,084 into the Company’s common stock.  The Company issued 1,630,967
shares of common stock to the lender in connection with such conversion and accordingly on the date of conversion
the Company reclassified $190,600 of the derivative liability for the fair value of the embedded conversion option to

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

22



equity.

11

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

23



NOTE 10: RELATED PARTY TRANSACTIONS.

(a)In March 2010, the Company issued to its Chief Executive Officer 1,058,824 shares of common stock in settlement
of $54,000 accrued compensation and 588,235 shares to the Company’s Chief Financial Officer in settlement of
$30,000 accrued compensation.

(b)In February 2010, the Company issued 2,000,000 shares to the Company’s Chief Executive Officer.  The issuance
is part of the grant the Company awarded to the officer in April 2009 in which the chief executive officer has the
right to receive a total of 4,000,000 shares of common stock, of which 2,000,000 shares were issued in April 2009
and the remaining 2,000,000 shares were to be issued on January 1, 2010.  In addition to such stock grants, the
officer was granted a five-year option to purchase an additional 3,000,000 shares of common stock.  The option
was made fully exercisable as of its grant date and has an exercise price of $0.041 per share.  The Company
incurred stock-based compensation $114,000 in connection with this issuance.

(c)In February 2010, the Company issued 2,000,000 shares to the Company’s Chief Financial Officer.  The issuance is
part of the grant the Company awarded to the officer in April 2009 in which the Chief Financial Officer was
granted the right to receive a total of 4,000,000 shares of common stock of which 2,000,000 shares were issued in
April 2009 and the remaining 2,000,000 shares were to be issued on January 2010.  In addition to such stock
grants, the officer was granted a five-year option to purchase an additional 3,000,000 shares of common stock.  The
option was made fully exercisable as of its grant date and has an exercise price of $0.041 per share.  The Company
incurred stock-based compensation $114,000 in connection with this issuance.

(d)In February 2010, the Company issued 600,000 shares of common stock to the Company’s Chief Executive Officer
per grant that was approved by the Company’s Board of directors on February 1, 2010.  The shares were fully
vested on the date of the grant and accordingly, the Company recorded $30,600 of stock-based compensation in
connection with this issuance.

(e)In February 2010, the Company issued 600,000 shares of common stock to the Company’s Chief Financial Officer
per grant that was approved by the Company’s Board of directors on February 1, 2010.  The shares were fully
vested on the date of the grant and accordingly, the Company recorded $30,600 of stock-based compensation in
connection with this issuance.

(f)In June 30, 2010, the Company’s Chief Operating Officer requested to convert $25,000 he lent to the Company in
October 2009 plus accrued interest $1,514 to the Company’s common stock.  The Company issued 530,278 shares
of common stock to the designated party the Chief Operating Officer instructed.  In addition, the Chief Operating
Officer also exercised 100,000 warrants that he received through the October 2009 loan, at the exercise price of
$0.06 per share.  The Company issued 100,000 shares to the Chief Operating Officer and received $6,000 in
connection with such warrant exercise.

(g)On April 7, 2010, the Company’s Chief Executive Officer, and the Company’s Chief Financial Officer each made
loans of $100,000 to the Company.  The loans accrue interest at the rate of 7% per annum.  In addition, the
Company issued warrants to each officer to purchase 431,034 shares of common stock at an exercise price of
$0.059 per share.  The loans are due and payable by or on October 7, 2010.  The interest accrued on the loans are to
be paid on the 7th day of each month until the loans mature and paid off.  The loans were evidenced by the
promissory notes the Company issued to the two officers which each contain a conversion clause that allow the
officers at the officer’s sole option to convert the loan amount plus all accrued and unpaid interest due under the
note into common stock.  The conversion price was set at $0.059 per share, which was the closing market price of
the common stock as of the closing date of the loans.
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The Company accounted for the issuance of the convertible promissory note in accordance with ASC 815 ” Derivatives
and Hedging.”  Accordingly, the warrants and the embedded conversion option of the convertible note are recorded as
derivative liabilities at their fair market value and were marked to market through earnings at the end of each reporting
period. The gross proceeds from the sales of the notes of $200,000 were recorded net of a discount of $101,600.  The
debt discount consisted of $34,800 related to the fair value of the warrants and approximately $66,800 related to the
fair value of the embedded conversion option.  The debt discount will be charged to interest expense ratably over the
term of the convertible note.

NOTE 11: COMMITMENTS AND CONTINGENCIES

Contingencies:
Current legal proceedings to which the Company is a party are as follows:

In March 2007, a then director, John Clarke provided a $50,000 loan to the Company.  The loan pays simple interest
at the rate of 10% per annum and the principal was due to be paid on June 29, 2007.  The loan carries an option
provision that entitles the former director to convert his debt to shares of our common stock if the principal was not
paid on the due date.  The conversion price is the 50% of the average closing price of common stock over the three
previous business days before demand for conversion is made.  The former director has made a demand for
conversion, but the date of the demand is currently in question.

On June 21, 2009, the Company was served with a complaint filed in the Supreme Court of the State of New York,
County of Nassau, in which suit State Farm Fire & Casualty Company is the plaintiff.  The suit is for approximately
$202,000 in damages, resulting from a fire that occurred on or about December 16, 2008, allegedly as a result of a
defective water cooler sold either by the Company or by Water Splash LLC, to which the Company had sold its water
cooler business and related liabilities in November 2001.  An amended complaint was filed on August 19, 2009,
adding Water Splash LLC as a defendant. The claim by State Farm is on the basis that, as the insurance carrier, it is
subrogated to the claim for damages of the owner of the property where the fire allegedly started by reason of a defect
in the water cooler.  Under the complaint, alternative claims for damages are made in negligence, breach of warranty,
placing on the market a product in a defective and unreasonably dangerous condition and not fit for its intended use,
failure to warn State Farm's subragor of the risks and defects associated with the water cooler which were not
discoverable by reasonable inspection, and strict liability.  The Company does not believe that it has any potential
exposure by reason of this lawsuit and, in any event, any recovery by the plaintiff would be covered under the
Company’s existing liability insurance policy. However, the Company cannot provide assurance that the outcome of
this matter will not have a material effect on its financial condition or results of operations.

The Company has received a collection notice from Bircon, Ltd. for a $140,000 balance they claim is due.  The
Company is disputing such claim based on their breach of contract. The Company plans to vigorously defend any suit
filed by Mr. Gil Tenne and /or Bircon Ltd.

An investment banking firm engaged by the Company has advised the Company of its potential claim to be paid a
success fee under its investment banking agreement with the Company, based on the alleged failure of the Company
to comply with terms of the engagement agreement.  This investment banking firm did not refer to the Company any
actual, or potential, investors pursuant to its engagement to raise equity capital for the Company. The Company
believes that it fully complied with any requirements on its part under the terms of the engagement agreement.

Commitments:
On May 24, 2010, effective July 1, 2010, the Company entered into a two-year lease in Plainview, New York.  The
facility is to serve as the Company’s production facilities.  Under the terms of the lease the Company paid a deposit of
approximate $12,000.  The minimum monthly lease payments due under this lease are approximately $6,000 for the
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2012.
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NOTE 12: SUBSEQUENT EVENTS.

(a)On July 12, 2010, the Company issued 1,764,706 shares of common stock in settlement of $90,000 of accounts
payable due to Hidell-Eyster Technical Services (“Hidell-Eyster”) with whom the Company signed a General
Management Agreement with in March 2010.  Hidell-Eyster subsequently transferred all shares to their employees
including 419,118 shares to Carroll S. Keim, President and Chief Executive Officer of Hidell-Eyster, who also
serves as the Company’s President under the March 2010 agreement, and 419,117 shares to Henry R. Hidell,
Founder and Chairman of Hidell-Eyster, who also serves as the Company’s Chief Operating Officer under the same
agreement.

(b)On July 12, 2010, the Company issued a total of 535,716 shares of common stock to its six Board directors each of
which  received 89,286 shares.  The issuance is part of the annual compensation that was authorized by the
Company’s Board of directors on May 26, 2010, when the Board approved the annual director fees to be $50,000,
paid in shares of common stock,  payable quarterly, and  valued at the beginning of each quarter.

(c)On July 30, 2010, the Company issued 634,345 shares of common stock for gross proceeds of $42,000 received
through exercise 634,345 warrants. On the date of exercise, the Company reclassified to equity $37,600 of the
derivative liability related to the fair value of the warrants.

(d)On August 2, 2010, the Company issued 312,500 shares of common stock for gross proceeds of $12,000 received
through exercise 312,500 warrants. On the date of exercise, the Company reclassified to equity $31,100 of the
derivative liability related to the fair value of the warrants.

(e)On August 3, 2010, for gross proceeds of $125,000 the Company sold an aggregate of 1,156,766 shares of common
stock and warrants to purchase additional 231,353 shares of common stock at an exercise price of $0.13.  The
warrants have a term of three years.  The Company evaluated the transaction under ASC 815 and was not able to
determine if the Company had sufficient authorized shares of common stock to settle the warrants.  Accordingly,
on the date of closing the transaction the Company recorded the warrants as a derivative liability at their fair value
of $16,000 and will be marked to market through earnings at the end of each reporting period.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Introductory Comment

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations should be
read in conjunction with our financial statements and related notes contained elsewhere in this Quarterly Report on
Form 10-Q, as well as our audited financial statements and related notes at and for the year ended December 31, 2009
contained in our Annual Report on Form 10-K for the year ended December 31, 2009, filed with the Securities and
Exchange Commission (the “SEC”) on April 13, 2010.

Note Regarding Forward-Looking Statements

This quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934 (the “Exchange
Act”).  To the extent that any statements made in this Form 10-Q contain information that is not historical, these
statements are essentially forward-looking.  Forward-looking statements can be identified by the use of words such as
“anticipate,” “believe,” “continue,” “could,” “estimate” “expect,” “hope,” “intend,” “may,” “plan,” “potential,” “product,” “seek,” “should,” “will,”
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“would” and variations of such words.  Forward-looking statements are subject to risks and uncertainties that cannot be
predicted or quantified and, consequently, actual results may differ materially from those expressed or implied by
such forward-looking statements.  Such risks and uncertainties include, without limitation:

14

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

29



•our ability to raise capital to finance our research and development and operations, when needed and on terms
advantageous to us;
• our ability to manage growth, profitability and marketability of our products;
• general economic and business conditions;
•the effect on our business of recent credit-tightening throughout the United States and the world, especially with
respect to federal, state, local and foreign government procurement agencies, as well as quasi-public, charitable and
private emergency response organizations;
•the effect on our business of recently reported losses within the financial, banking and other industries and the effect
of such losses on the income and financial condition of our potential clients;
• the impact of developments and competition within the industries in which we intend to compete
• adverse results of any legal proceedings;
•the impact of current, pending or future legislation and regulation on water safety, including, but not limited to,
changes in zoning and environmental laws and regulations within our target areas of operations;
•our ability to maintain and enter into relationships with suppliers, vendors and contractors of acceptable quality of
goods and services on terms advantageous to us;
• the volatility of our operating results and financial condition;
• our ability to attract and retain qualified senior management personnel; and
•the other risks and uncertainties detailed in this Form 10-Q and, from time to time, in our other filings with the
Securities and Exchange Commission.

Readers of this Report on Form 10-Q should carefully consider such risks, uncertainties and other information,
disclosures and discussions which contain cautionary statements identifying important factors that could cause our
actual results to differ materially from those provided in forward-looking statements.  Readers should not place undue
reliance on forward-looking statements contained in this Form 10-Q.  We do not undertake any obligation to publicly
update or revise any forward-looking statements we may make in this Form 10-Q or elsewhere, whether as a result of
new information, future events or otherwise.

General

PureSafe Water Systems, Inc. (herein referred to as the “Company”, “Puresafe”, “we”, “us” or “our”) was incorporated in
Delaware in 1987.   The manufacture and marketing of water coolers and filters constituted a substantial part of our
business from 1993 until the fourth quarter of 2001, at which time such operations were sold and we began
concentrating on the further development, manufacturing and marketing of a patented line of water purification
systems.  We have generated nominal revenues since we sold our water coolers and filters operations.  Accordingly,
we are deemed for accounting purposes to be a development stage enterprise since January 1, 2002 and are subject to
a number of risks similar to those of other companies in an early stage of development.  The accompanying
consolidated financial statements have been prepared assuming our company will continue as a going concern.

Results of Operations

Sales.  We recorded zero sales for the three month periods ended June 30, 2010 and 2009.

Until the fourth quarter of 2001, we were engaged in the manufacture and marketing of water coolers and water
purification and filtration products.  In the fourth quarter of 2001, such business was sold so that we could concentrate
on the further development, manufacturing and marketing of a line of water purification systems.  In 2007, new
management made a strategic decision that the existing water filtration system had not produced any significant
sales.  New management further recognized that the existing unit required significantly more engineering.  In 2007,
we signed a contract with Bircon Ltd., an Israeli-based engineering consulting company, to design our new “PureSafe
First Response Water System” (the “PureSafe FRWS”) line of water decontamination systems.  In September 2009, we
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set up PureSafe Manufacturing & Research Corporation, a Delaware corporation that is wholly owned subsidiary of
PureSafe Water Systems, Inc., to handle the production and research.  We believe the PureSafe FRWS product will
result in our first significant sales since 2001.  We currently expect to recognize the first sales of the PureSafe product
in the third quarter of 2010.  We will cease being a development stage enterprise at the time of our recognition of
significant revenue from sales of the PureSafe FRWS product.
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Cost of sales.  We recorded zero cost of sales for the three month periods ended June 30, 2010 and 2009.

Selling, general and administrative.  We incurred selling, general and administrative expenses for the three month
periods ended June 30, 2010 of $579,943 compared to $870,058 for the same period in 2009, a $290,115 or 33%
decrease.   The overall decrease was the combination of several factors.  We incurred a $78,226 in manufacturing
overhead in the three month periods ended June 30, 2010 compared to $0 for the same period in 2009 during which
time we did not have any activities related to manufacturing.  We did not incur/record any auditor fees for this quarter
while we incurred $70,815 auditor fees in the same period of 2009.  The reason for such a drastic drop is partly
because of the timing of the bills.  If we compare audit fees for the period of six months, the difference is $40,815, a
much smaller amount.  General Insurance premium for three months ended June 30, 2010 was $20,431 compared to
$9,659 for the same period in 2009, a $10,772 or 112% increase.  The increase was due to the coverage of an
additional 15,000 square-feet production facility on a lease we signed in May 2010 and new coverage for inventory,
raw materials and complete products.  We continue to increase spending in marketing related services.  We spent
$170,381 for the three months ended June 30, 2010, compared to $50,526 spent in the same period of 2009, a
$119,856 or 237.22% increase.  Since the beginning of 2010, we have launched several marketing programs and
signed an agreement with a marketing consultant to devise and implement a comprehensive marketing program.  We
continue to participate in important tradeshows which also contributes to the increase of marketing expenses.  We
expect spending in marketing related expenses will continue to grow, inclusive of trade shows, advertising, organized
public relations campaign, etc. if the funding allows.  Rent and rent related expense dropped $21,782 from $49,717 for
the three months ended June 30, 2009 compared to $27,934 for the same period ended June 30, 2010, a 44%
decrease.  In the 2nd quarter of 2009 we incurred $28,888 real estate taxes.  We did not incur such expense in the
same period of 2010.   The director fees for the three months ended June 30, 2010 were $42,000 compared $2,000 for
the same period in 2009, a $40,000 increase.  The salaries including deferred compensation increased $49,014 from
$65,364 for the three months ended June 30, 2009 to $114,378 in the same period in 2010.  The salaries increase was
due to the increase of staff and salary change from 2009 to 2010.  Stock based compensation dropped $510,857 or
99% from $518,042 for the three months ended June 30, 2009 to $7,167 for the same period in 2010.  The significant
drop in this expense is due to the timing of when this expense was incurred.  The stock based compensation incurred
for the six months ended June 30, 2010 was $504,084 compared to $582,004 for the same period in 2009, a $77,920
or 13% decrease, a less significant change than the three months comparison.

Research and development expense for the three month periods ended June 30, 2010 and 2009 was $52,850 and
$5,802, respectively, an increase of $47,048 or 811%.  Since the beginning of 2010, we have spent considerable
amount of funds on redesigning and modifying our FRWS unit from the prototype that was built and completed in
July 2008, to be a standardized commercial unit.  We understand the vital importance of research and development for
our overall success. We are committed to continue to conduct research and development activities to ensure PureSafe
FRWS has the most advanced technology within the water filtration equipment industry.

Interest expense (non-debt discount related) for the three month periods ended June 30, 2010 and 2009 was $34,377
and $5,970, respectively.  The $28,407 or 476% increase was primarily from i) accrued interest from the promissory
notes that we issued to various vendors which include our Chief Executive Officer and Chief Financial Officer for a
total of $523,624 accrued compensation that they agreed to defer until January 1, 2011 and ii) accrued interest on the
$550,000 funds the Company received from October 2009 through January 2010 through debt financing which
included $25,000 received from each of our Chief Executive Officer, Chief Financial Officer and Chief Operating
Officer.  Debt discount related interest expense for the three month periods ended June 30, 2010 and 2009 was
$109,470 and $50,828 a $58,642 or 115% increase, respectively.  The increase of debt discount related interest
expense is caused by the $550,000 funds received through debt financing, same as the non-debt discount related
interest expense.
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Changes in fair value of warrants and embedded conversion options for the three month periods ended June 30, 2010
and 2009 were $2,560,000 and $59,400, respectively. There are two main factors for the $2,500,600 or 4,210%
increase.  The first factor is the fair value we recorded as the results of new issuance of warrants and the embedded
conversion value in the convertible loans incurred in the 3rd quarter of 2009 and the first six months of 2010.The
second factor is the fluctuation of the Company’s stock price.  The closing price per share for the Company’s common
stock on June 30, 2010 and 2009 was $0.13 and $0.062, respectively, a 110% increase.  As the result, the fair value of
the outstanding warrants and the embedded conversion value of all outstanding convertible promissory notes
increased $2,312,300 in the three months ended June 30, 2010 compared in the same period of 2009.

Gain (loss) on settlement of debt for the three month periods ended June 30, 2010 and 2009 was $0 and $0.

Selling, general and administrative.  We incurred selling, general and administrative expenses for the six months
ended June 30, 2010 of $1,514,198 compared to $1,294,798 for the same period in 2009, a $219,399 or 17%
increase.   The overall increase was the combination of several factors with the same reasons discussed above in the
three months period comparison.  We incurred $144,849 of manufacturing overhead expense in the six months ended
June 30, 2010 compared to $0 for the same period in 2009 during which time we did not have any activities related to
manufacturing.  We incurred $30,000 of auditor fees compared to $70,815 in the same period of 2009, a $40,518
decrease.  The decrease in audit fees were credited to a more experienced accounting and finance team resulting in
less audit hours incurred. Legal fees for the six months ended June 30, 2010 was $26,655, compared to $102,035 in
the same period of 2009, a $75,380 or 74% decrease.  General Insurance premium for six months ended June 30, 2010
was $42,399 compared to $23,756 for the same period in 2009, an $18,643 or 78% increase.  The increase was due to
the coverage of an additional 15,000 square-feet production facility on a lease we signed in May 2010 and new
coverage for inventory, raw materials and complete products.  We continue to increase spending in marketing related
services.  We spent $266,179 for the six months ended June 30, 2010, compared to $116,870 spent in the same period
of 2009, a $149,309 or 128% increase.  Since the beginning of 2010, we have launched several marketing programs
which incurred substantial expenses.  We signed an agreement with a marketing consultant whom the Company pays
$7,000 per month to devise and implement a comprehensive marketing program.  We expect spending in marketing
related expenses will continue to grow, inclusive of trade shows, advertisings, organized public relations campaigns,
etc., if the funding allows.  Rent and rent related expense dropped $14,762 from $64,822 for the six months ended
June 30, 2009 compared to $50,060 for the same period ended June 30, 2010, a 23% decrease.  The director fees for
the six months ended June 30, 2010 were $44,000 compared $4,000 for the same period in 2009, a $40,000
increase.   The salaries including deferred compensation increased $92,177 from $129,756 for the six months ended
June 30, 2009 to $221,993 in the same period in 2010, a 71% increase.  The salaries increase was due to new hiring of
staff in 2010 and salary changes from 2009 to 2010.  Stock based compensation dropped $77,920 or 13% from
$582,004 for the six months ended June 30, 2009 to $504,804 for the same period in 2010.

Research and development expense for the six month periods ended June 30, 2010 and 2009 was $75,448 and $8,036,
respectively, an increase of $67,412 or 839%.  Since the beginning of 2010, we have spent a considerable amount of
funds on redesigning and modifying our FRWS unit from the prototype that was built and completed in July 2008, to
be a standardized commercial unit.  We understand the vital importance of research and development for our overall
success. We are committed to continue to conduct research and development activities to ensure PureSafe FRWS has
the most advanced technology within the water filtration equipment industry.

Interest expense (non-debt discount related) for the six month periods ended June 30, 2010 and 2009 was $91,958 and
$16,252, respectively.  The $75,706 or 467% increase was primarily from i) accrued interest from the promissory
notes that we issued to various vendors which include our Chief Executive Officer and Chief Financial Officer for a
total of $523,624 accrued compensation that they agreed to defer until January 1, 2011 and ii) accrued interest on the
$550,000 funds the Company received from October 2009 through January 2010 through debt financing which
included $25,000 received from each of our Chief Executive Officer, Chief Financial Officer and Chief Operating

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

34



Officer.  Debt discount related interest expense for the six month periods ended June 30, 2010 and 2009 was $165,052
and $85,626 a $79,426 or 93% increase, respectively.  The increase of debt discount related interest expense is caused
by the $550,000 funds received through debt financing and debt discount incurred in connection with the $100,000
loans we received from the Company’s Chief Executive Officer and Chief Financial Officer.
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Changes in fair value of warrants and embedded conversion options for the six month periods ended June 30, 2010
and 2009 were $2,585,500 and $221,900, respectively. There are two main factors for the $2,363,600 or 1,065%
increase.  The first factor is the fair value we recorded as the result of new issuances of warrants and the embedded
conversion value in the convertible loans incurred in the 3rd quarter of 2009 and the first six months of 2010.   The
second factor is the fluctuation of the Company’s stock price.  The closing price per share for the Company’s common
stock on June 30, 2010 and 2009 was $0.13 and $0.062, respectively, a 110% increase thus causing the significant
increase in the fair value of the outstanding warrants and the embedded conversion value of all outstanding
convertible promissory notes in the six months ended June 30, 2010 compared to the same period in 2009.

Gain (loss) on settlement of debt for the six month periods ended June 30, 2010 and 2009 was $0 and $0.
For all the above-stated reasons, the net loss for the three month periods ended June 30, 2010 and 2009 was
$(3,336,639) and $(998,386), respectively and for the six month periods ended June 30, 2010 and 2009 was
$(4,432,155) and $(1,626,611), respectively.

Liquidity and Capital Resources

As of June 30, 2010, we maintained a cash balance of $249,728 as compared to $85,813 as of the same date in 2009.

Net cash used in operating activities for the six month periods ended June 30, 2010 and 2009 was $1,089,925 and
$288,359, respectively.  The $801,566 increase was primarily from the manufacturing overhead incurred in
2010.  Since the beginning of 2010, we have started to manufacture two commercialized units.  We spent a
considerable amount of cash on purchasing inventories, equipment and parts for production, compensation paid to the
production team and various production related expenses.

Net cash used in investing activities for the six month periods ended June 30, 2010 and 2009 is $9,916 and $739,
respectively.  The capital expenditures incurred in this period are for purchasing machines and tools for the production
of our water purification system.

Net cash used by financing activities for the six month periods ended June 30, 2010 and 2009 is $1,242,146 and
$345,500, respectively.  The breakdown is as follow: $787,939 and $345,500 through sales of our common stock;
$81,707 and $0 through investors exercising warrants; $200,000 and $0 from officers and directors convertible loans;
and $175,000 and $0 from convertible promissory notes.

At June 30, 2010, we had a working capital deficit of approximately $4,886,000.  Absent fluctuations due to market to
market changes in our outstanding detachable warrants, options and embedded conversion option liabilities, we
continue to suffer recurring losses from operations and have an accumulated deficit since inception of approximately
$36,629,196. These conditions raise substantial doubt about our ability to continue as a going concern.  Our plans with
respect to these matters include restructuring existing debt and raising additional capital through future issuances of
stock and/or debt.  We are seeking to raise an additional $3.5 million in the next four months to fund the following
activities: the production of 45 commercialized PureSafe FRWS units; submitting two units for all necessary
certifications; launching a marketing program for the PureSafe FRWS, establishing a sales and marketing network;
and concluding agreements with strategic partners for international marketing and manufacturing.  Provided we obtain
such financing, we believe that there will be revenue recognition by the third quarter of 2010.
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We project that we will complete two PureSafe FRWS standardized commercial units in the beginning of third quarter
of 2010.  We have started the process to have these two units be certified by Water Quality Association and UL.  We
have embarked a comprehensive marketing plan which include a series of trade shows, design a complete set of
marketing materials.  We hired experts in different areas to help us in Marketing and Sales.  We expect to recognize
the first sales of the PureSafe FRWS by the third quarter of 2010.  We will cease being a development stage enterprise
at the time of our recognition of significant revenue from the sale of PureSafe FRWS units.  The extent of these
initiatives will be contingent upon the amount of capital raised.

We can give no assurance that such financing will be available on terms advantageous to us, or at all.  Should we not
be successful in obtaining the necessary financing to fund its operations, we would need to curtail certain or all of its
operational activities. The accompanying unaudited condensed consolidated financial statements do not include any
adjustments that might be necessary should we be unable to continue as a going concern.

Recent Accounting Pronouncements

The FASB, the Emerging Issues Task Force and the SEC have issued certain accounting standards updates and
regulations as of March 31, 2010 that will become effective in subsequent periods; however, our management team
does not believe that any of those updates would have significantly affected our financial accounting measures or
disclosures had they been in effect during 2010 or 2009, and it does not believe that any of those pronouncements will
have a significant impact on our consolidated financial statements at the time they become effective.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America. Preparation of the statements in accordance with these principles requires that we make
estimates, using available data and our judgment, for such things as valuing assets, accruing liabilities and estimating
expenses. We are currently in development stage as defined by Accounting Standard Codification (“ASC”) 915.  The
following is a list of what we believe are the most critical estimations that we make when preparing our consolidated
financial statements.

Stock-Based Compensation

We report stock-based compensation under ASC 718.  ASC 718 requires all share-based payments to employees,
including grants of employee stock options, to be recognized in the consolidated financial statements based on their
fair values.

We account for equity instruments issued to non-employees as compensation in accordance with the provisions of
ASC 718 and 505, which require that each such equity instrument is recorded at its fair value on the measurement
date, which is typically the date the services are performed.

The Black-Scholes option valuation model is used to estimate the fair value of the options or their equivalent granted.
The model includes subjective input assumptions that can materially affect the fair value estimates. The model was
developed for use in estimating the fair value of traded options or warrants that have no vesting restrictions and that
are fully transferable. The expected volatility is estimated based on the most recent historical period of time equal to
the weighted average life of the options granted.

We have issued equity instruments in the past to raise capital and as a means of compensation to employees and for
the settlement of debt.
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Derivative Financial Instruments
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In connection with the issuance of certain convertible promissory notes, the terms of the convertible notes included an
embedded conversion feature which provided for a conversion of the convertible promissory notes into shares of our
common stock at a rate which was determined to be variable. We determined that the conversion feature was an
embedded derivative instrument pursuant to ASC 815 “Derivatives and Hedging”.

The accounting treatment of derivative financial instruments requires that we record the conversion option and related
warrants at their fair values as of the inception date of the convertible debenture agreements and at fair value as of
each subsequent balance sheet date. In addition, under the provisions of ASC 815, as a result of issuing the convertible
promissory notes, we were required to reclassify all other non-employee warrants and options as derivative liabilities
and record them at their fair values at each balance sheet date. Any change in fair value was recorded as
non-operating, non-cash income or expense for each reporting period at each balance sheet date. We reassess the
classification of the instruments at each balance sheet date. If the classification required under ASC 815 changes as a
result of events during the period, the contract is reclassified as of the date of the event that caused the reclassification.

Income taxes

We account for income taxes under guidance provided by ASC 740 “Income Taxes” which prescribes a recognition
threshold and a measurement attribute for the financial statement recognition and measurement of tax positions taken
or expected to be taken in a tax return. For those benefits to be recognized, a tax position must be more-likely-than-not
to be sustained upon examination by taxing authorities. Differences between tax positions taken or expected to be
taken in a tax return and the benefit recognized and measured pursuant to the interpretation are referred to as
“unrecognized benefits.” A liability is recognized (or amount of net operating loss carry forward or amount of tax
refundable is reduced) for an unrecognized tax benefit because it represents an enterprise’s potential future obligation
to the taxing authority for a tax position that was not recognized as a result of applying the provisions of ASC 740.

In accordance with ASC 740, interest costs related to unrecognized tax benefits are required to be calculated (if
applicable) and would be classified as “Interest expense, net” in the consolidated statements of operations. Penalties
would be recognized as a component of “General and administrative expenses.”

Our uncertain tax positions are related to tax years that remain subject to examination by relevant tax authorities. We
file income tax returns in the United States (federal) and in various state and local jurisdictions. We are no longer
subject to federal, state and local income tax examinations by tax authorities for years prior to 2005.

Item 3. Quantitative and Qualitative Disclosures about Market Risk.

This item is not applicable to smaller reporting companies.

Item 4T. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief
Financial Officer, we have evaluated the effectiveness of the design and operation of our disclosure controls and
procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act
of 1934, as amended (the "Exchange Act"), as of the end of the period covered by this report. Based upon that
evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our disclosure controls and
procedures were effective as of the end of the period covered by this report to provide reasonable assurance that
information required to be disclosed by us in reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in the Securities and Exchange Commission’s
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rules and forms and that such information is accumulated and communicated to our management, including our Chief
Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure.
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A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance
that the objectives of the control system are met.  The design of any system of controls is also based in part on certain
assumptions regarding the likelihood of future events, and there can be no assurance that any design will succeed in
achieving its stated goals under all potential future conditions.  Given these and other inherent limitations of control
systems, there is only reasonable assurance that our controls will succeed in achieving their stated goals under all
potential future conditions.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended June 30, 2010 that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings.

Current legal proceedings to which we are a party are as follows:

In March 2007, a then director, John Clarke provided a $50,000 loan to our company.  The loan pays simple interest at
the rate of 10% per annum and the principal was due to be paid on June 29, 2007.  The loan carries an option
provision that entitles the former director to convert his debt to shares of our common stock if the principal was not
paid on the due date.  The conversion price is the 50% of the average closing price of common stock over the three
previous business days before demand for conversion is made.  The former director has made a demand for
conversion, but the date of the demand is currently in question.

On June 21, 2009, we were served with a complaint filed in the Supreme Court of the State of New York, County of
Nassau, in which suit State Farm Fire & Casualty Company is the plaintiff.  The suit is for approximately $202,000 in
damages, resulting from a fire that occurred on or about December 16, 2008, allegedly as a result of a defective water
cooler sold either by us or by Water Splash LLC, to which we had sold our water cooler business and related liabilities
in November 2001.  An amended complaint was filed on August 19, 2009, adding Water Splash LLC as a defendant.
The claim by State Farm is on the basis that, as the insurance carrier, it is subrogated to the claim for damages of the
owner of the property where the fire allegedly started by reason of a defect in the water cooler.  Under the complaint,
alternative claims for damages are made in negligence, breach of warranty, placing on the market a product in a
defective and unreasonably dangerous condition and not fit for its intended use, failure to warn State Farm's subragor
of the risks and defects associated with the water cooler which were not discoverable by reasonable inspection, and
strict liability.  We do not believe that it has any potential exposure by reason of this lawsuit and, in any event, any
recovery by the plaintiff would be covered under our existing liability insurance policy. However, we cannot provide
assurance that the outcome of this matter will not have a material effect on our financial condition or results of
operations.

We have received a collection notice from Bircon, Ltd. for a $140,000 balance they claim is due.  We are disputing
such claim based on their breach of contract. We plan to vigorously defend any suit filed by Mr. Gil Tenne and /or
Bircon Ltd.   We will be cancelling the warrants previously authorized for lack of performance.

An investment banking firm engaged by us has advised our management team of its potential claim to be paid a
success fee under its investment banking agreement with us, based on the alleged failure of us to comply with terms of
the engagement agreement.  This investment banking firm did not refer to us any actual, or potential, investors
pursuant to its engagement to raise equity capital for us. We believe that we fully complied with any requirements on
our part under the terms of the engagement agreement.

Item 1A. Risk Factors.

This Item is not applicable to smaller reporting companies.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The following table sets forth the sales of unregistered securities by the Company in the quarterly period ended June
30, 2010.
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Date Title and Amount(1) Purchaser Principal Total Offering Price/
Underwriter

Underwriting
Discounts

February 1, 2010 2,000,000 shares of common stock issued as
executive compensation.

Chief
Executive
Officer

NA $0.057 per share/NA

February 1, 2010 Five-year Warrants to purchase 50,000 shares
of common stock at an exercise price of
$0.051 per share issued as employee
compensation.

Corporate
employee

NA $-0-/NA

February 1, 2010 Five-year Warrants to purchase 50,000 shares
of common stock at an exercise price of
$0.051 per share issued as employee
compensation.

Corporate
employee

NA $-0-/NA

February 1, 2010 Five-year Warrants to purchase 50,000 shares
of common stock at an exercise price of
$0.051 per share issued as employee
compensation.

Corporate
employee

NA $-0-/NA

February 1, 2010 Five-year Warrants to purchase 25,000 shares
of common stock at an exercise price of
$0.051 per share issued as employee
compensation.

Corporate
employee

NA $-0-/NA

February9, 2010 2,000,000 shares of common stock issued as
executive compensation.

Chief
Financial
Officer

NA $0.057 per share/NA

February 26,
2010

500,000 shares of common stock issued as
executive compensation.

Corporate
officer

NA $0.051 per share/NA

February 26,
2010

500,000 shares of common stock issued as
executive compensation.

Corporate
employee

NA $0.051 per share/NA

February 26,
2010

50,000 shares of common stock issued as
employee compensation.

Corporate
employee

NA $0.051 per share/NA

February 26,
2010

50,000 shares of common stock issued as
employee compensation.

Corporate
employee

NA $0.051 per share/NA

February 26,
2010

50,000 shares of common stock issued as
employee compensation.

Corporate
employee

NA $0.051 per share/NA

February 26,
2010

588,235 shares of common stock issued in
settlement of $30,000 debt.

Chief
Financial
Officer

NA $0.051 per share/NA

February 26,
2010

1,058,824 shares of common stock issued in
settlement of $54,000 debt.

Chief
Executive
Officer

NA $0.051 per share/NA
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February 26,
2010

500,000 shares of common stock issued in
settlement of $25,500 debt.

Corporate
officer.

NA $0.051 per share/NA

February 26,
2010

457,549 shares of common stock issued in
settlement of $23,335 debt.

Corporate
employee

NA $0.051 per share/NA

March 2, 2010 1,741,464 shares of common stock issued in
settlement of $95,780 debt.

Consultant NA $0.055/NA

23

Edgar Filing: PureSafe Water Systems, Inc. - Form 10-Q

45



March 5, 2010 25,000 shares of common stock issued as
employee compensation.

Corporate
employee

NA $0.051/NA

March 5, 2010 600,000 shares of common stock issued as
executive compensation.

Chief
Financial
Officer

NA $0.051 per share/NA

March 8, 2010 Five-year Warrants to purchase 2,000,000
shares of common stock at an exercise price
of $0.052 per share issued as executive
compensation.

Chief
Executive
Officer

NA $-0-/NA

March 8, 2010 Five-year Warrants to purchase 2,000,000
shares of common stock at an exercise price
of $0.052 per share issued as executive
compensation.

Corporate
officer

NA $-0-/NA

March 18, 2010 600,000 shares of common stock issued as
executive compensation.

Chief
Executive
Officer

NA $0.051 per share/NA

March 22, 2010 943,396 shares of common stock and three
year warrants to purchase 188,679 shares of
common stock issued in 2010 private
placement.

Private
investor.

NA $0.053/NA

March 22, 2010 943,396 shares of common stock and three
year warrants to purchase 188,679 shares of
common stock issued in 2010 private
placement.

Private
investor.

NA $.053/NA

April 7, 2010 Five-year Warrants to purchase 431,034
shares of common stock at an exercise price
of $0.052 per share issued in connection with
a loan.

Chief
Executive
Officer

NA $-0-/NA

April 7, 2010 Five-year Warrants to purchase 431,034
shares of common stock at an exercise price
of $0.052 per share issued in connection with
a loan.

Chief
Financial
Officer

NA $-0-/NA

April 16, 2010 1,675,042 shares of common stock and three
year warrants to purchase 335,008 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.0597/NA

April 26, 2010 433,276 shares of common stock and three
year warrants to purchase 86,655 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.0577/NA

May 4, 2010 793,651 shares of common stock and three
year warrants to purchase 158,730 shares of
common stock issued in 2010 private

Private
investor

NA $0.0630/NA
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May 4, 2010 471,698 shares of common stock and three
year warrants to purchase 94,340 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.0530/NA

May 19, 2010 236,920 shares of common stock and three
year warrants to purchase 47,384 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.1013/NA

May 19, 2010 246,792 shares of common stock and three
year warrants to purchase 49,358 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.1013/NA

May 19, 2010 256,663 shares of common stock and three
year warrants to purchase 51,333 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.1013/NA

May 19, 2010 651,890 shares of common stock and three
year warrants to purchase 130,378 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.0767/NA

May 26, 2010 197,941 shares of common stock and three
year warrants to purchase 39,588 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.1516/NA

May 26, 2010 128,922 shares of common stock and three
year warrants to purchase 25,785 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.2327/NA

May 28, 2010 109,027 shares of common stock and three
year warrants to purchase 21,805 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.2293/NA

May 28, 2010 1,580,967 shares of common stock issued in
connection with loan conversion.

Private
investor

NA $0.0350/NA

June 1, 2010 107,619 shares of common stock and three
year warrants to purchase 21,524 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.2323/NA

June 4, 2010 125,628 shares of common stock and three
year warrants to purchase 25,126 shares of
common stock issued in 2010 private
placement.

Private
investor

NA $0.1990/NA
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June 7, 2010 50,000 shares of common stock issued in
connection with loan conversion.

Private
investor

NA $0.0350/NA

June 7, 2010 50,000 shares of common stock issued
through exercise of warrants

Private
investor

NA $0.0580/NA

June 7, 2010 250,000 shares of common stock issued
through exercise of warrants

Private
investor

NA $0.0410/NA
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